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CONSUMERS’ PRICE INDEX 


lL. InrRopwcTION 


On April 26, 1951, the Honorable Graham A. Barden, chairman of 
the Committee on Education and Labor of the House of Representa- 
tives, appointed a special subcommittee consisting of the Honorable 
Tom Steed, of Oklahoma, chairman; the Honorable Roy W. Wier, of 
Minnesota; the Honorable Charles R. Howell, of New Jersey; the 
Honorable Thruston Ballard Morton, of Kentucky; and the Honorable 
Richard B. Vail, of Illinois; to investigate the Consumers’ Price Index 
of the Bureau of Labor Statistics of the United States Department of 
Labor. 

The chairman established the jurisdiction of the subcommittee 
with the following directive: 

The purpose of this subcommittee is to conduct a study and investigation of the 
cost-of-living index, how it is determined * * *, sources of information, 
the formula used, and all other matters bearing on the subject. 

The chairman, in his letter establishing the subcommittee, set 
forth the following reasons for the investigation: 

(1) The Consumers’ Price Index has become an extremely 
important factor in maintaining harmonious labor-management 
relations. 

(2) The Consumers’ Price Index affects, in numerous ways, all 
of the citizens of the country. 

(3) Since the index is a statistic promulgated by a governmental 
agency, it should be the best and most accurate available. 

(4) Any governmental statistic of such paramount importance 
as the Consumers’ Price Index should be understood by the 
public so that it will receive proper confidence and respect. 

With the above purposes in mind, the subcommittee held extensive 
hearings in Washington for 12 days in May and June of 1951. The 
subcommittee heard over 30 witnesses, including the Government offi- 
cials who are responsible for computing the Consumers’ Price Index 
and a large representative group of users of the index from both labor 
and management. The subcommittee also heard members of the Tech- 
nical Advisory Committee of the American Statistical Association to 
the Bureau of Labor Statistics. 

This report presents a nontechnical discussion of what the Con- 
sumers’ Price Index is, how it is made, the major uses of the index, 
the history of the development of the index, and the conclusions and 
recommendations of the subcommittee. 


II. Description or THE INDEX 


The Consumers’ Price Index measures the rate at which average 
retail prices of goods and services usually bought by moderate income 
families in large cities change from month to month. The index is 
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not, and is not intended to be, a true cost of living index. It does not 
measure the changes in the total amount families spend for living. 
Changes in living costs are determined by changes in income, with 
resultant changes in the quantities and qualities of goods and services 
purchased, as “well as by price changes. The index is designed to 
measure only that part of the change in the cost of living which is 
attributable to price changes. 

The index reflects changes in the price of a specific, fixed ‘‘market 
basket”? made up of food, clothing, shelter, and a variety of other 
goods and services generally purchased by moderate income con- 
sumers in large cities. It is made up of two elements: (1) The quantities 
of goods and services which are included in the “market basket”’ and 
(2) the prices which must be paid at any given time for those goods 
and services. 

The term “market basket’’ as used in this report means all of the 
goods and services included in the index, from bread to refrigerators. 
Some changes were made in the “market basket” in January 1951 on 
the basis of limited postwar studies of consumer expenditures. A 
new “market basket’? based on an extensive survey of consumer 
expenditures in 1950 will be the basis of the revision of the index 
which will be completed in 1952.1. The ‘‘market basket” is made up 
of about 225 consumer goods and services which are representative 
of all the goods and services purchased by city wage earners and lower- 
salaries clerical workers at some particular time. The quantities of 
goods and services included in the ‘‘market basket’”’ are obtained from 
surveys of actual purchases made by families in the occupational 
groups to be covered by the index. The items represent family 
expenditures for food, apparel, housing, housefurnishings, fuel, and 

‘“‘miscellaneous’’ goods and services.” This last category includes 
transportation, medical care, household operation, recreation, and 
personal care. The “‘market basket” which is measured by the present 
index is based on a survey made in the years 1934 Sieomah 1936 
covering some 14,500 families in 42 cities as adjusted in early 1951. 

The cost of the “market basket” at a particular date is based on 
the prices actually charged by representative stores, the rents actually 
paid by representative tenants, fees, and other service charges in 
selected large cities of the United ‘States. Each time the index 
is made, specially trained agents of the Bureau visit the stores which 
are typical of those patronized by moderate-income families and collect 
price information. They visit doctors and dentists to get fees; check 
movie admissions; obtain gas and light rates; and collect all other 
necessary facts. Since the list of goods and servic es in the ‘market 
basket” remains fixed, the agents record prices for essentially the 
same items in two successive periods. To assure the accuracy of the 
price comparisons, they use detailed specifications which describe the 
characteristics of each item priced. 

After the prices of all the goods and services in the ‘‘market basket’’ 
have been collected, a city index is constructed for each city included 
in the national index. The city indexes are then combined in propor- 
tion to their share of United States large city population. This is the 


1 The comprehensive revision of the index is discussed in detail in section V. The adjustment of January- 
1951 is discussed in detail in section V. 

2 For a complete list of items included in the index, see Adjusted CPI—Relative Importance of Com- 
ponents—Monthly Labor Review, June 1951. The list is not reproduced here, since changes will un- 


doubtedly result from the 1950 Survey of Consumer Expenditures recently made as the basis for the revision 
of the index in 1952. 
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United States Consumers’ Price Index. The present consumers’ price 


‘index uses the years 1935-39 as the base period, that is, the average 


of prices for those years equals 100. 


Ill. How rue Consumers’ Price Inpex Is Mapr 
A. CONSTRUCTION OF THE INDEX 


By examining chart I it is possible to see how the procedure works 
for one small segment of the index—namely, pork products. 


Cuart I 


HOW A PRICE INDEX FOR PORK IS FIGURED 


FOR THESE THESE QUANTITIES AT THESE COST THIS | AND AT THESE THEY COST WHICH WAS AND SO THE 


CONSUMED: PRICES: MUCH: PRICES: | THIS MUCH: THISMANY PRICE INDEX 
TIMES AS HIGH: 1S: 
(1) (2) (3) (4) (5) (6) @) ® 
FRESH PORK LBS. 
CHOPS 245 X $28 + $6.86 $.75 $18.38 268 
ROAST 632 X 282: 380 e (10.18) (268) 
OTHER or 6X ft.6 2) ae (5.68) (268) 
SMOKED HAM 13% 
SLICES C4 & 322: . 8 ° (4.39) (254) 
WHOLE ug xX 26+ 3.09 66 7.85 7 
PICNICS 40 X 22:* _.90 ° (2.29) (254) 
5.72 14.53 
BACON 224 X 33+ 7.39 67 15.00 203 
SALT PORK A. 4; ne coe 40 2.04 210 i 
26.86 65.81 245 
PORK SAUSAGE 10.8 X .25* 2.70 . (6.62) 2087 
OTHER PORK a2 'R> 2 ous® : (1.49) (245) eae 
$30.17 $73.92 245 


(WUTED STATES CEPaRTUENT OF LAeOR 
(Guatay OF LABOR STATISTICS 


For purposes of this illustration, the kinds and quantities of pork 
purchased by average families in one city in a year were taken from 
the survey of 1934-36, the last general survey of this kind that the 
Bureau did prior to the comprehensive 1950 survey. In other words, 
this is the pork part of the family market basket. At the prices 
then prevailing, shown in column 3, the total cost for this part of the 
market basket (column 4) was $30.17. This is the “base” on 
which the index for pork products is constructed. 

In order to measure changes in prices, the Bureau finds out how 
much these quantities of pork cost at some later date.* So, prices for 
the later date (column 5) are obtained for four of the items. 

Certain items are not priced because tests have proved that the 
prices of some of these items move very much like the prices of others 
and, therefore, can be grouped in “price patterns,’ as shown in 
chart I. 

These lines represent month-to-month changes in the prices per 
pound for the quality of meat included in the market basket. The 
arrangement in the chart does not mean, however, that pork chops 
cost more than bacon. 


3 Methods used in obtaining current prices are described un p. 12. 
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Cuart Il 


PERCENT CHANGE IN PRICE 
OVER PREVIOUS MONTH BY ITEM 


PORK 1980 

eT ee eee ee Eee cies 
SLICED HAM = 
GROUP 2 = as a 


PORK CHOPS 





GROUP 3 


BACON 


SALT PORK 
- s . * a“ 7 7 a + s 
FEB MAR APR MAY JUN JUL AUG sep ocT NOV 
cas 


Whole ham, sliced ham, and picnic ham (group 1) have the same 
price pattern; that is, the prices for these three items moved together 
over the period of time shown on the chart, except in one month. 
Similarly, prices for roast pork and pork chops usually moved together 
month by month, but differently from those in group 1. Bacon and 
salt pork behave very differently from the other two groups. Use of 
the price change for fresh pork, or for pork chops, in estimating the 
price for bacon, would result in some serious inaccuracies; nor could 
any of these patterns in the first three groups be used to represent 
changes in the price of salt pork, which is comparatively stable and 
does not have as pronounced a seasonal price movement as the others. 

In the case of fresh pork—the first three items on chart I—the 
Bureau regularly prices only pork chops. The price of 75 cents shown 
in column 5 (268 percent of the price of 28 cents in the earlier period) 
gives an index of 268 (column 7). Then, because prices for pork roast 
and for pork chops move so nearly alike, the cost of the 15.2 pounds 
of pork roast at the later period 1s computed by applying this same 
percentage increase to the earlier cost. The cost for other fresh 
pork is computed in the same way. So, column 6 shows the best esti- 
mate—based on actual prices of the most important of these items and 
the estimated price movement of the other items—of the current cost 
of fresh pork in the market basket at the later date. The cost for 
ham slices and for picnic hams is computed in the same way, except 
that these calculations are based on the percent increase in actual 
prices for whole hams. Similarly, current costs of pork sausage and 
other pork are estimated from the average price movement of all the 
other kinds of pork in the market basket. 

The practice of estimating price changes fer some items in the index 
on the basis of actual price movements for others was the basis for 
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some of the wartime criticism of the index. These critics claimed 
that, particularly in a period of rising prices and shortages of consumer 
goods, the Bureau’s failure to price all items in the index resulted in 
an understatement of the rise in prices. The practice of assigning the 
relative importance of certain items in family expenditures (not 
included in the market basket for the index) to similar items which 
are included in the index brought about criticism of the same kind. 
While the subcommittee believes that this is a proper technique, each 
“family” of items must be frequently reexamined to make sure that 
the price movement relationship continues to exist. 

The next step in the calculation of the index for pork products is 
as follows.” The cost of the first eight items in the market basket at 
the earlier period ($26.86—column 4, chart I) is divided into the cost 
at the later period ($65.81—column 6). The result, or 245, is, in 
effect, the price index for pork. This index is used to estimate current 
costs for the last two items on the chart—pork sausage and ‘“‘other 
pork.” The costs for all of the items at both periods are then totaled. 
The final index for pork products is derived by dividing the total of 
$73.92 (column 6) by the total of $30.17 (column 4). The index of 
245 is still the result. The index of 245 indicates that prices of pork 
ar have increased 145 percent from the earlier to the later 
period. 

This is essentially the basis of the structure of indexes for all the 
other kinds of goods and services in the entire Consumers’ Price Index. 

The price index for pork products is then combined with the price 
indexes for other foods to get an index for the entire food group. This 
procedure is shown in chart IIT. 





Cuart II 
HOW A PRICE INDEX FOR FOODS IS FIGURED 
THESE FOODS WHICH COST THIS COST THIS MUCH AND SO THE 
IN THE MUCH IN THE IN THE LATER PRICE INDEXES 
MARKET BASKET: EARLIER PERIOD: P ARE. 

(1) (2) (3) (4) 
PORK $ 30.17 $ 73.92 245 
BEEF AND VEAL 4466 133.98 300 
LAMB 7.87 21.64 275 
TOTAL MEATS 82.70 229.54 2776 
POULTRY 14.26 28.52 200 
FISH 10.07 35.24 350 
MEATS. POULTRY, AND FISH 107.03 293.30 274 
CEREALS ° ¢ : 
DAIRY PRODUCTS ‘ : : 
EGGS . . ; 
FRUITS AND VEGETABLES , : : 
BEVERAGES e . . 
FATS AND OILS ° : : 
SUGAR ' 
TOTAL FOODS $465.44 $1047.24 225 


@eTED STATES COPMATEENT OF LamOR 
Oey OF LABOR STATISTICS 
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The indexes in chart III for classes or groups of foods are derived 
in the same manner as that for pork. The figures for pork products 
which go into the composite index on chart III are those from chart I. 

The total cost for the meat market basket in the later period is 
figured in the same way as that for pork. 

“Thus, the index for all meat products is arrived at by dividing the 
total of $82.70 (column 2) into the total of $229.54 (column 3). The 
result of 277.6 (column 4) is just another way of saying that the average 
cost of these meats bought in these quantities—the average cost of 
~ market basket of meat—has risen 177.6 percent. The index is 

7.6 as compared with 100 in the base period. 

“The cost of the market basket for meats is then added to the cost of 
that for poultry and fish, in order to get a composite, or an average, 
index for meat, poultry, and fish, which is one of the major parts of 
the food index. This same procedure is used to get an index for each 
of the other kinds of food. 

The total cost of the food market basket at the earlier period 
(column 2) is divided into the total cost of the food market basket at 
the later period (column 3) to get the index for all foods (column 4). 
This index of 225 shows that the average cost of this market basket 
of foods between these two periods has risen by 125 percent. 

Chart IV illustrates the final step in figuring the Consumers’ 
Price Index for any one city. 


Cuart IV 
HOW THE CONSUMERS PRICE INDEX IS FIGURED 
THESE CLASSES WHICH COST THIS COST THIS MUCH SO THE 
OF GOODS MUCH IN THE IN THE PRICE INDEXES 
AND SERVICES: EARLIER PERIOD: LATER PERIOD: ARE: 
i 2) 3 (4) 
FOOD aes AT HOME amas ana 225 
FOOD AWAY FROM HOME 46.55 104.74 (225) 
APPAREL 160.15 317.10 198 
HOUSING 259.29 344.86 133 
FUEL 108.11 154.60 143 
HOUSEFURNISHINGS 60.61 125.46 207 
AUTOMOBILE TRANSPORTATION 87.31 172.00 197 
OTHER TRANSPORTATION 38.55 60.91 158 
PERSONAL CARE 30.75 57.81 188 
MEDICAL CARE 59.86 90.39 St 
RECREATION 82.05 136.20 166 
HOUSEHOLD OPERATION 58.40 92.27 158 
OTHER _ 63.92 103.55 162 
TOTAL $1520.99 $2807.13 184.6 


Snrko stares OfpemTeRtNT OF LAgOR 
outa arsres 


The index for food and the costs for food on chart IV are carried 
over from chart III. Food is combined with the other classes of 
commodities and services in the index. 

All of the figures shown in column 3 are arrived at by the method 
demonstrated in charts I and JI except the figure of $104.74 for food 
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away from home. Prewar studies showed that the price of restaurant 
meals over the long run moved very much the way food prices in 
grocery stores moved, so the food price index of 225 is used to estimate 
the current cost of restaurant meals. Some critics of the index be- 
lieve that the Bureau’s failure to obtain actual prices for restaurant 
meals causes an understatement in the index, because, they say, the 
cost of restaurant meals has risen more than the retail prices of foods, 
particularly during and since World War II. Moreover, the fact that 
more housewives work means that more meals are eaten away from 
home. 

The fuel bill, the housefurnishings bill, the cost of automobile 
transportation, and all of the rest of the figures in columns 2 and 3 
give the total cost of the market basket in the earlier period, and the 
best estimate of the total cost of the same market basket today due 
to price increases. The Consumers’ Price Index for this city of 
184.6 is calculated by dividing the total of column 2 into the total 
of column 3. 

The indexes for all cities are then combined to produce the over-all 
index. The importance of the various cities in the United States 
index is proportionate to their share of the population in all large 
United States cities. The United States index is thus a ‘‘weighted”’ 
average of the city indexes. 


B. PROBLEMS IN THE CONSTRUCTION OF THE INDEX 


By definition, the index measures only changes in prices. The most 
difficult problem of price index making, and the one about which there 
is most controversy, is the problem of keeping the quantities and 
qualities of the market basket constant in order to measure the effect 
of price change, and nothing but price change. Changes in quantities 
or qualities of the goods and services priced for the index would affect 
the total cost of the market basket, and therefore they should not be 
permitted to enter into the calculation and thus affect the index. 

Other problems in the construction of the index hinge upon the 
use of sampling methods. The sample of families whose expenditures 
form the base of the index must be representative of the population 
group whose price experience is to be measured by the index; the items 
chosen for inclusion in the index must be representative of all items 
bought by these families; the cities in which prices are obtained must 
be representative of the cities where these families live; the stores in 
which prices are collected from month to month must be representa- 
tive of those in which the families trade; indeed, even the dates on 
which prices are collected must be so chosen that prices in effect on 
those days will be representative of prices paid by the families through- 
out the month. 

Still other problems arise from the dynamic nature of the economy 
and consequent changes in prices which the index is designed to 
measure. This statement seems to be inconsistent with the fact that 
quantities and qualities must be held constant if the index is to 
measure nothing but price change. But markets in this country do 
not stay put; they change. There are also decided shifts in consumers’ 
preferences in the retail markets. One article which is very much in 
demand at one period of time may disappear; more often some new 
article comes on the market and becomes very popular. Even pat- 
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terns of price movements of the various articles priced for the index 
change from time to time. The Bureau constantly checks the list of 
goods and services priced, making substitutions of one article for 
another. 

The manner in which the Bureau attempts to solve these problems 
and the effect on the index of the Bureau’s use of those methods is 
dealt with in some detail below. 


Quality changes 


While detection and measurement of changes in quality is extremely 
difficult, the subcommittee believes that the Bureau makes a con- 
scientious effort to get prices for the same qualities of goods each time 
prices are obtained. 

The following illustration shows the consequences if no such effort 
were made. Suppose that center-cut pork chops were priced for the 
index in 1 month at a cost of 80 cents a pound. In the next month, 
however, end-cut pork chops were priced at perhaps 72 cents a pound. 
This would cause the index for pork chops to show a decrease of 
10 percent. However, since the center-cut pork chops originally 
priced for the index were still selling at 80 cents a pound, the index 
should show no change. 

To insure that prices are obtained on the same qualities of goods 
month after month, the Bureau prices to “specifications”? which de- 
scribe the quality factors and identify the items. The expenditure 
surveys on which the market basket is based serve also as the starting 
place for the specifications. At the time of the expenditure survey, 
each family was asked to report what it bought and to give a very 
simple description of each article. In all cases, they were asked to 
say what price was paid, and in some cases the name of the brand 
was also asked. This simple description and the price paid serve as 
clues to the quality of goods actually purchased. 

The first step in writing the specifications is to summarize the 
prices and the descriptions reported by families. For example, in 
the case of overalls the reported prices (in the comprehensive and 
detailed survey of consumer expenditures in 1934-36) ranged from 95 
cents to $2.25. However, very few of the overalls were bought at 
95 cents and very few at $2.25. Most of them cost $1.39 or $1.69. 

The Bureau then asks the appropriate trade associations to describe 
the approximate quality represented by the general description of the 
article furnished by the families and the predominant price levels. 
All of this information is then used to secure more detailed product 
descriptions from manufacturers. The more important features of 
these detailed descriptions are summarized in the Bureau’s specifica- 
tions. For example, the agent does not ask for the price of a medium- 
priced shirt, but instead records the price of a shirt in stock which 
meets detailed specifications as to workmanship, thread count, 
material, and other features that describe it. These specifications 
are constantly reviewed to maintain the accuracy of the price com- 
parisons and the representativeness of the articles priced. 

There are, of course, certain intangible things that cannot be put 
into specifications. In the case of overalls, for example, three na- 
tional brands command premium prices in the stores because of two 
qualities: There is an absolute money-back guaranty if the buyer is 
not satisfied; and proportioned sizes are available to fit the tall, the 
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short, the fat, the thin. Another factor is that many workers prefer 
to buy overalls which carry the union label. The Bureau’s specifi- 
cations include not only the qualities of these overalls which can be 
described, but also those of other brands of overalls customarily 
bought by workers. Therefore, each specification has a range in 
quality, but it describes chiefly the quality bought by substantial 
numbers of workers whose expenditures were surveyed. 

The Bureau’s agents who obtain the prices from stores carry with 
them the specifications for every item in the index. They also have a 
list of brands, model numbers, or manufacturers’ names which meet 
the specifications for the various items. For fabric items, the agents 
have a “‘swatch book’’ which contains samples of materials of the 
quality described in the specifications. The agents are trained to 
examine the various grades of articles offered by “retail stores, usually 
in cooperation with the store buyers, to determine which most nearly 
meets the specifications. The subcommittee was impressed by the 
testimony showing the high degree of cooperation which the Bureau 
receives from retailers, manufacturers, and trade associations in sup- 
plying essential information concerning prices and specifications. 

Once this is determined, the agents try to get prices on the same 
article each time prices are collected. Their price reports to the 
Bureau also specify the name of the brand, or the manufacturer’s 
name, and contain detailed descriptious of the article priced. These 
descriptions are compared carefully with those for the previous period 
to make sure that no change in quality has taken place outside the 
range of quality called for in the specification. 

When an agent cannot find the same product in the same store, he 
tries to obtain prices for a substitute which falls within the range of 
quality covered by the specification. For example, assume that an 
agent has been pricing a particular overall that retailed at $2.99. 
At the next pricing period, this overall is not available m the store, 
but there is an overall for sale which also meets the specifications and 
which sells at $3.59. Both garments are within the range of the 
specification, so the Bureau substitutes the higher-priced garment 
and treats: the price change as a direct price increase. - Balanced 
against such cases are others where the change is from the upper part 
of the quality range to the lower part, and these show as price declines. 
But for most standard items, the same quality and often the same 
brand is available in the stores over a considerable period of time. 

If no product can be found which meets the specification, the agent 
prices the nearest substitute, which may be higher or lower in price. 
In substituting the price in the index, the Bureau tries to isolate “real” 
price changes from those which result from changes in purchasing 
habits or in the goods available in the retail markets. It does so by 





adjusting the quantity weights so that the product of price and quan- - 


tity is not changed by the substitution. Quantity weights are adjusted 
in those cases where the item to be substituted does not fall within 
the quality ranges of specifications previously used. 

When incomes rise, consumers gradually shift to the purchase of 
higher quality at higher prices, particularly for clothing and house- 
furnishings. Often in these circumstances it becomes necessary to 
price the higher quality because the quality originally priced disap- 
peas from the market. However, the Bureau seeks to provide in the 


calculation of the index for the elimination of that: part of the price - 
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difference that represents a quality increase. If the quality of the 
substitute and the price is higher, the quantity weight for the item 
in the market basket is reduced. 

Conversely, when incomes are falling or not keeping pace with 
prices, there is a tendency for “‘down-grading.”’ On the assumption 
that a lower quality—at a lower price—represents a lower standard 
of living, the Bureau increases the quantity of the lower quality 
article in the market basket, so that the dollar total remains un- 
changed. Thereafter the new quality is regularlys priced. 

This is the only method which the Bureau has been able to devise 
to eliminate from the index the effects of quality changes, but it is 
not entirely satisfactory. The only accurate way to measure the 
effects of quality changes on expenditures for goods and services would 
be to measure the expenditures before and after the changes in quality 
had taken place. But it would be impracticable to conduct surveys 
of actual expenditures each time quality changed, and accordingly 
the Bureau follows the method described above. 

During World War II, labor critics of the index said that it seriously 
understated the rise in prices because the procedures described above 
failed to take full account of deterioration in quality and the dis- 
appearance of lower price lines (with forced “uptrading’’). The Presi- 
dent’s Committee on the Cost of Living agreed that these factors did 
cause some understatement in the index, but stated that it was much 
less important in index points than the critics had claimed. (See p. 24.) 

Technological developments over the years have changed other 
items for which it is not possible to arrive at even a good approxima- 
tion of the effects of the resulting quality changes. Each year auto- 
mobiles, electric refrigerators, radios, and various other goods have 
been improved, often, but not always, accompanied by price increases. 
However, neither the Bureau nor the manufacturers have ever found 
any satisfactory way of measuring these improvements in quality as 
distinguished from changes in price. Thus, for example, a refrigerator 
of a given size, say 7 cubic feet, which costs considerably more today 
than it did in 1940, is also a better piece of equipment. It requires 
less current to operate, needs less maintenance, has a longer life, and 
refrigerates more evenly and more satisfactorily. In effect, it is 
another and better refrigerator. However, there is no way of dis- 
tinguishing the extent to which the improved quality offsets the higher 
price. In any case the Bureau has not developed any practical way 
of measuring such changes. Some witnesses heard by the subcom- 
mittee urged that the Bureau should make greater efforts to develop 
techniques for measuring such quality changes. 

Quantity changes 

Quantity, of course, can be measured. Therefore, it is less difficult 
to isolate the effect on prices of changes in quantity than is the case 
with changes in quality. Changes m quantity which result from 
unavoidable changes in quality are discussed in the previous section. 
The quantities of the various goods and services in the market basket 
priced for the index are determined from the surveys of family ex- 
penditures, in the manner described in the previous section. Once 
these quantities have been determined, the Bureau uses the same 
quantities in computing the index from one pricing period to the next. 
Chatiges in quantities are therefore only made when studies show that 
there has been a significant change in the pattern of consumer buying. 
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Use of sampling techniques 

At the beginning of this section, it was pointed out that the Bureau 
must use sampling techniques in the construction of the index. The 
Bureau sam led the following elements that go into the index: 
(1) The families whose experience it wishes to measure; (2) the articles 
represented by their expenditures; (3) the cities where such families 
live; (4) the stores in those cities in which those families trade and 
even (5) the days on which family purchases are made. 

The sample of families whose expenditures were studied to get the 
base for the index in 1934-36 was wage earners and lower salaried 
clerical workers in large cities. A study is now being made from 
a new and modern sample of the same group of families. This survey 
is discussed in section v. 

To price all of the articles bought by these families month after 
month would be a herculean and uneconomic undertaking. So, as 
indicated earlier, the Bureau selects a typical market basket of these 
articles which is representative of all purchases and prices this market 
basket. The articles in the market basket are chosen on the basis of 
their importance in the total expenditures. 

Selection of cities 

The index is a measure of changes in prices of goods purchased by 
moderate-income families in large cities. There are now more than 
200 cities in the United States with a population of more than 100,000. 
The present national index covers 56 cities for food prices and 34 cities 
for other prices and rents. All but one of this 34 have a population 
of at least 100,000. The revision of the index which will be made in 


1952 is expected to result in changes in the list of cities covered by 
the index. 


Sample of stores 


Prices for the articles in the index must be obtained in each city 
included in the index at each designated ‘pricing period.’’ This is 
each month in some cases; each quarter in others. Selection of the 
stores where agents are to obtain prices is another way in which the 
Bureau uses sampling techniques. These stores must be representa- 
tive of all stores which sell merchandise of the type bought by the 
average moderate-income family in the city. 

Several thousand stores are visited to get prices for the index. 
Except for food stores, they are primarily in the downtown sections 
of the cities. Tests are made from time to time to determine whether 
prices in the stores where the Bureau gets prices are moving with 
those in other different types of stores. Through these tests an effort 
is made to insure that prices for the index are obtained from stores in 
which moderate-income city families actually buy and also that move- 
ments in prices of the articles included in the index are representative 
of those in other stores patronized by these families. 

In addition, there is the question of whether the prices quoted to the 
Bureau by the stores are correct, that is, are those paid by purchasers 
in actual transactions. During the war, tests were made to determine 
whether the prices reported by the Bureau’s agents were the same as 
those actually paid when the articles were purchased. The difference 
then, in a time of shortages, was estimated to be not more than 1.8 
percent for food prices. 
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Price collection 


Most of the prices which go into the index are obtained by agents of 
the Bureau who make personal visits to the stores and service agencies; 
to professional men; and to others who provide price information. 
Most of these agents are women who are carefully trained for this 
work to enable them to select the quality of merchandise available 
in the stores which most nearly meets the specifications of goods which 
they price, and te describe that quality and record its price on printed 
forms (“schedules’’) provided for that purpose. Their instructions 
from the Bureau also include the names of the stores to be visited and 
the dates on which prices are to be collected. 

These agents are full-time employees of the Bureau except in the 
case of those employed for the collection of food prices and of rents. 
For this purpose the Bureau employs local residents on a part-time 
basis, and they work only a few days each month. 

In actually obtaining the prices, the agents identify themselves to 
the buyers in the stores as agents of the Bureau of Labor Statistics 
and work with the buyer to get the prices. They are instructed to 
obtain information on all sales and excise taxes which form a part of 
the actual selling price of the article, and their reports carry appro- 
priate notations as to the amount and rate of such taxes included in 
the price, if this information is available. 

The list of stores from which prices are obtained in each city cannot 
be made public. These stores permit the Bureau’s agents to obtain 
prices in their stores on the Bureau’s pledge that their identity will be 
kept confidential. 

Not all prices are obtained by visits to stores. Prices are obtained 
by mail for items for which there is little difference among the various 
offerings and where pricing to specification is not difficult, e. g., daily 
newspapers. 

Just as the stores are sampled to obtain prices of articles bought 
there, so are doctors, dentists, and other groups who provide services. 

To obtain information on rents, the Bureau goes to the tenants of 
an identical sample of dwelling units each quarter in an attempt to 
keep the quality of housing priced for the index from changing. This 
sample is chosen to be representative of all tenant-occupied dwelling 
units of all types of structures in all areas in the city (at present it 
includes about 50,000 dwelling units in 34 cities) and the tenants are 
visited by Bureau agents once each year; in the intervening quarters, 
the information is obtained from the tenants by mail, 

The use of an identical sample, which failed to take into account 
new housing units coming onto the rental market at higher price levels 
than those which were subject to rent control, resulted in an under- 
statement in the Bureau’s index for rent. This was recently cor- 
rected (see p. 27 for a more complete deseription of ‘this correction), 
and the subcommittee was informed that it is planned to make such 
corrections currently in the future. 

The index does not include any prices representing directly the costs 
of housing to the home owner because, when the present index was 
designed and until the advent of rent control, the best estimate of the 
cost to the home owner of occupying his house was what he could rent 
his house for if he rented it. In connection with the 1952 revision of 
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the index, the Bureau is investigating the feasibility of securing some 


direct measurement of the costs of home ownership for inclusion in 
the index. 


Timing of -price collections 


The Bureau obtains prices on dates when prices in the stores are 
representative of those paid throughout the month. In general, 
prices are collected in the middle of the month. Food prices are 
collected in the first 3 days of the week which includes the 15th of the 
month because many grocery stores have special week-end sales. The 
Bureau informed the subcommittee that such special sales must be 
avoided in a continuing index because a substantial portion of the 
moderate-income families cannot always take advantage of the sales. 
For the commodities other than food, the range in time assigned for 
the collection of prices is as narrow as possible in view of the large 
number of stores to be visited. Here, too, tests are made from time 
to time to see whether the dates chosen for pricing influence the 
movement of the index. Sales prices are not accepted for the index 
unless the articles are on sale for at least 2 weeks during the month. 
The most outstanding examples of sales prices which are included in 
the index are those for the January and August ‘‘white sales.” 


Changes in price patterns ' 


Section IIT (pp. 3, 4) indicates that the Bureau estimates changes in 
the prices of some items in the index from the changes in prices of 
others. Experience has shown that these price relationships change 
from time to time, and the Bureau makes test pricings of the items not 
regularly priced in order to test the continued validity of these price 
patterns. 

If test pricings show that prices which have moved up and down 
together no longer do so, prices must be obtained for each item 
separately instead of some being estimated on the basis of the prices of 
others. For example, suppose that test pricings show that prices of 
pork loin roasts no longer move with those of pork chops, as assumed 
in constructing the index for pork products. The Bureau must then 
get prices of pork loin roasts, previously estimated from those of pork 
chops, 

The problem is to introduce these prices into the index without 
having the substitution (of actual for estimated prices) affect the level 
of the index. The substitution must not change the level of the index 
at the time it is introduced, since the only change which has occurred 
is one in the way in which the Bureau prices for the index. Therefore, 
the procedure used by the Bureau in introducing items into the index 
is such that it is, at the very earliest, the month after the article is 
first priced before its price can change the index. The price movement 
of the article after it is introduced does affect the index, but the price 
level does not. 


Changes in markets and consumption habits 


This same procedure is followed in the case of articles which must 
be introduced into the index because they have become much more 
important in family expenditures than they were at the time the 
market basket was made up. Until very recently ‘ the index was based 


4 See description of changes made in the index effective with the index for January 1951 on p. 27. 
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on quantities in the market basket from the 1934-36 survey of con- 
sumers’ expenditures. It is common knowledge that there have been 
important changes in the expenditure patterns since that time. Tele- 
vision is an obvious one, but there are much more important and 
subtle changes than television. There are changes in the types and 
quantities of certain foods, the trend toward a higher quality diet and 
better nutrition because people have more money. In general, there 
is a higher level of living, which should be reflected in both the quan- 
tities and the qualities of the things that go into the index. 

Accordingly, the Bureau is now making changes in the market 
basket in connection with its comprehensive revision to be completed 
in 1952, and, as indicated in section V, made interim changes in the 
index effective with the index for January 1951, to have a somewhat 
more up-to-date version for use by defense agencies. 


IV. Uses or rue INDEX 


The Consumers’ Price Index affects the pay envelopes of more men 
and women more often than any other single statistical figure in the 
United States. It might well be called the Billion Dollar Index. 
Under the cost-of-living wage policy of the Wage Stabilization Board, 
approved in August 1951, it is possible for all persons working for 
wages or salaries to have their pay raised at intervals of not less than 
6 months if the Consumers’ Price Index rises. If prices fall, wages 
may go down.° 

The economic implications are staggering; the load of responsibility 
carried by that one figure is also staggering. Few factors in labor- 
management relations or m Government policy affecting labor and 
management today are as important as the Consumers’ Price Index. 
It must be the best of its kind in the world; be prompt; be correctly 
and fairly compiled; and be regarded with confidence by all parties 
concerned. 

The index in wage negotiations and wage contracts 

The billion-dollar-a-year addition to payrolls is, of course, only a 
potential, but the wage changes which now go into effect automatically 
as this index rises or falls run into jhundreds of millions of dollars a 
year. Upwards of 3,000,000 American workers are known to be em- 
ployed under specific contracts between companies and unions which 
contain escalator clauses generally patterned after the General Motors- 
UAW contract. These contracts provide that a change of about 1 
point on this index means an increase of 1 cent an hour through an 
added cost-of-living allowance. One cent an hour for 3,000,000 work- 
ers for a 40-hour week for 50 weeks in the year is $60,000,000. This 
index has risen by 15 points or about 9 percent since the Communist 
aggression in Korea. Thus the rise in the wage bill has been many 
times $60,000,000. 

The General Motors Corporation, for example, has raised its pay 
rates on this basis four times from June 1950 through May 1951, add- 
ing 16 cents an hour for 335,000 employees, at a rate, as shown in the 





5 General Regulation No. 8 (rev.) of the Wage Stabilization Board, issued August 24, 1951, provides that 
escalator provisions put into effect after January 25, 1951, should reflect “‘subsequent upward and downward 
fluctuations in a single predetermined acceptable index from the date of the adoption of the provision; 

rovided, however, that downward fluctuations need not be reflected in reductions of wages and salaries 

elow those in effect at the time of adoption of the provision.’”” After October 4, 1951, prior approval by 
the Board of such escalator clauses in new contracts is not required if they are based on the National Con- 
3umers’ Price Index issued by the Bureau of Labor Statistics. 
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testimony, of $8,000,000 for every penny an hour. Representatives 
of the Association of American Railroads testified that that industry 
alone would pay $192,477,000 up through the spring of 1951 to the 
1,100,000 employees covered by their contracts for cost-of-living ad- 
justments. One cent an hour in pay increases the wages of railroad 
employees by $30 million. 

The General Motors contract, which set the pattern for escalator 
clauses, provides that in addition to their regular job rates, employees 
also receive a cost-of-living allowance based on the Consumers’ Price 
Index. The amount of the cost-of-living allowance can go up or down 
with the index, although a floor is provided below which no further 
reductions in the cost-of-living allowance may be made because of a 
drop in the index. The cost-of-living allowance is review ed four times 
a year, on the basis of the Consumers’ Price Index for January, April, 
July, and October. The amount of the adjustment is 1 cent per hour 
for each movement up or down of 1.14 points in the index. 

Other large automobile companies now have similar contracts, as 
do several of the larger farm implement manufacturers, the railroads 
(with the trainmen, switchmen, and nonoperating brotherhoods), 
some of the electrical manufacturers, and many other firms. 

In addition to the upwards of 940 contracts now known to be tied to 
this index, there are probably hundreds of others, many of them small 
local agreements, dependent either upon the national index or upon 
one of the city indexes of which it is composed. 

Most of these contracts are long-term contracts, for 2, 3, or 5 years, 
without reopening clauses on wages. In the view of labor relations 
experts—as, for exafnple, Mr. George Taylor, then Chairman of the 
Wage Stabilizatior. Board—these long-term contracts, which insure 
stability in labor-management relations and hence in production for 
considerable periods of time, would not be possible without some auto- 
matic adjustment of wages to allow for the changing purchasing power 
of the consumer’s dollar. Thus, the index is an important factor in 
avoiding strikes and industrial strife, and in maintaining industrial 
peace. 

But the use of the Consumers’ Price Index in collective bargaining 
is far more pervasive. Abundant evidence was given to this sub- 
committee that the index enters into practically all discussions between 
labor and management concerning wage rates. Testimony to this 
effect was given by Mr. Cyrus Ching and Mr. Taylor, the first two 
Chairmen of the Wage Stabilization Board; by representatives of 
labor organizations; and by representatives of industry. All use 
it in collective bargaining; all agree that it provides a common meet- 
ing ground which facilitates collective bargaining. Mr. Taylor 
stated, “I do not believe I have been in a single arbitration over 
wage terms where the Consumers’ Price Index has not been intro- 
duced and argued about,” and that its status “is so fine that it is 
accepted without question by both sides.”’ 

Throughout its entire history, this index has been used in this way 
to determine the extent to which wages would be adjusted to maintain 
their purchasing power and to facilitate collective bargaining. 


Government pay scales 


While private collective bargaining between labor and management 
is a much-publicized use of the index, the Consumers’ Price Index is 
also a factor in determining pay scales for governmental employees— 
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Federal, State, and local—all over the country. This has been true 
since World War I, when a cost-of-living bonus (not tied to a specific 
index) was given Federal employees, and other governmental em- 
plovees’ pay was also raised to take account of the high cost of living. 
At the direction of the Congress, the Bureau developed a special index 
during the depression for Federal employees in the District of Columbia 
to measure changes in the purchasing power of these employees. 

During and after World War II, whenever the question of salary 
scales for Federal employees was up for consideration, the change in 
the cost of living was discussed in the course of hearings before the 
appropriate committees of the Congress, and the Bureau was usually 
called to testify as to the rise in consumer prices, in Washington and 
elsewhere in the country, in comparison with changes in salaries at 
various levels. 

In addition to its uses by the Federal Government, the index has 
been employed by various States in determining pay scales. One 
such example cited to the subcommittee is the Minnesota State salary 
plan, which functions on 9-point changes in the Consumers’ Price 
Index. Governor Youngdahl, in a letter describing this plan to the 
subcommittee, indicated that the Consumers’ Price Index has been 
used in this way for 6 vears. 

City authorities, likewise, often consider the city consumer price 
indexes, where they are available, in adjusting pay of various em- 
ployees—firemen, policemen, and other civil servants—either by 
direct escalation, or in a more general way. The city of Milwaukee, 
for example, has long had a specific escalator clause. School teachers, 
in their drive for higher salaries, have also quoted®the statistics of the 
Bureau of Labor Statistics, as have college faculty members. 

Another related use of the price data compiled in conjunction with 
the Consumers’ Price Index is in the determination of pay differentials 
between cities. As indicated in the testimony, the levels of the various 
city indexes incorporated into the Consumers’ Price Index do not 
measure intercity differences in living costs, but the price reports 
which go into them can be and are used in that way. Thus, the 
Bureau, on behalf of the Civil Service Commission, is now assembling 
information for cities in Hawaii, Puerto Rico, and Alaska. The 
Bureau will then calculate differences in levels of living costs between 
those cities in Territories and Washington, D. C. The Bureau’s 
Washington, D. C., reports, with some elaboration, provide the 
United States base for comparative living allowances for Foreign 
Service employees, calculated by the State Department. 

Wage policy 

The current use of this index for wage stabilization policy, already 
referred to, is of overriding importance. In approving this policy 
the Economic Stabilization Director pointed out that it would have 
a definitely stabilizing effect, and that the adjustments were— 
fair and equitable in relation to what Congress, by law, has awarded to farmers 
through parity price provisions and to business through cost adjustments under 
the Defense Production Act. 

The Congress has used the Consumers’ Price Index in its discus- 
sions of proposed changes in minimum wages. In the first session 
of the Eighty-first Congress it was at one time proposed by Rep- 
resentative McConnell of Pennsylvania that the minimum wage rates 
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under the Fair Labor Standards Act should be escalated on the 
basis of the Consumers’ Price Index. This provision was not passed, 
but in the course of the discussion there was general agreement that 
this index was the instrument that should be used in the event that 
such a policy was decided upon. 


Price policy 


Although there is great current emphasis on wage policy as it relates 
to this index, its use as a guide to price policy is equally important. 
At the present time, for example, the Office of Price Stabilization uses 
not only the national index, but the city indexes and the components 
of the Consumers’ Price Index to determine the effectiveness of price 
controls in various sectors of the economy. Thus the index is reported 
as soon as it is available to the Director of Price Stabilization and the 
Economic Stabilization Director. In this connection, the index of 
food prices as well as price increases or decreases for individual foods 
are studied with great care. Similar attention is given to price de- 
velopments in clothing markets, in housefurnishings, and in other 
elements in living costs as reported by the Bureau of Labor Statistics. 

In considering the Defense Production Act of 1950, the House of 
Representatives at one point adopted a provision which would have 
put price controls into effective operation when the Consumers’ Price 
Index had risen by 5 percent. Although this provision was not in- 
corporated in the bill as passed by the Congress, the acceptance of the 
index for this purpose is an indication of the regard in which it is held 
as an indicator of the magnitude of price changes affecting the Ameri- 
can public. 

In World War II, the uses of the (then) Cost of Living Index for 
price-control purposes were even more important and widespread 
than those for wage-control purposes. The collection of price data 
and the computation of indexes was extended to 73 cities; for a con- 
siderable time the Bureau surveyed retail food prices every month in 
100 cities. These surveys were used in determining the extent to 
which prices of various foods were rising, and also yielded tabulations 
which showed the percentage of prices above, below, and at ceiling 
levels under the then existing dollar-and-cents ceiling price regula- 
tions. These tabulations never revealed the identity of individual 
firms, but were used ‘as a general guide to the administration of 
regulations. 


Rent control 


The rent component of the Consumers’ Price Index is the only 
regular source of information on the extent to which rents are changing 
in various cities. This becomes a matter of public importance as rent 
controls are eliminated or rent regulations are changed by local or 
State actions. In the last session of the Congress the Banking and 
Currency Committees, in considering rent-control legislation, made 
use of these city indexes. 

During World War I, the indexes of rents compiled in the 73 
cities then covered by the Bureau as part of the cost-of-living surveys 
were used as a check on the effectiveness of rent controls. The 
Bureau also served as the fact-collecting agency for the Rent Division 
of the Office of Price Administration, and during the course of the 
war and the immediate postwar years made over 3,000 special local 
surveys of changes in rents in localities throughout the country. 
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General economie policies 


There is also general use of the index by the Congress and the admin- 
istrative agencies of the Government in connection with other public 
policy questions. Dr. Roy Blough of the Council of Economic 
Advisers testified that it considers the Consumers’ Price Index in each 
of its reports to the President. It regularly charts the index in its 
Economie Indicators, which is published monthly by the Joint Com- 
mittee on the Economic Report. The index serves the Council as a 
guide to general economic trends, as a measure of inflationary forces, 
as a basis for studying the price structure, as a deflator used to measure 
real wages as opposed to money wages, and also to calculate the real 
purchasing power of per capita disposable incomes. Dr. Blough 
stated that he considers the index as a “‘sort of measurement of the 
welfare of different groups in the community” and regards it as a good, 
rough measure of changes in the cost of living in short-run periods. 

The testimony showed that the Federal Reserve System also makes 
extensive use both of the national index and each of the city indexes in 
connection with its economic studies preparatory to making policy 
decisions on matters for which the System has statutory responsibility. 
It is used by the Board of Governors in Washington and by the 12 
Federal Reserve Banks in describing economic developments in vari- 
ous parts of the country, and in working out estimates of what may 
be in prospect. 

For example, the Board of Governors made use of information con- 
tained in this index in formulating regulations restraining consumer 
credit (regulation W) and construction credit (regulation X). It uses 
the index to translate consumer expenditures from dollar terms into 
physical terms (that is, to determine what the purchasing power of 
the dollar is in terms of the number of automobiles, pounds of butter, 
etc.) ; in comparing movements of wholesale and retail prices; in con- 
sidering the impact of price developments on buying and on the 
demand for credit. 

Taxation 

The rise in prices of living essentials is an important factor in de- 
termining tax policy in the Federal Government. For example, a 
question of the extent to which standards of living can be maintained 
with a given tax load involves not only a study of the way in which 
wages, salaries, and other incomes have increased or decreased, but 
also of whether those changes are greater or less than the rise in 
prices; and hence whether a given tax load will reduce the standard 
of living of various groups in the population. The figures are used 
in this way by the Treasury Department, the Soaunt of Economic 
Advisers, and the committees of the Congress. 

There is a more immediate use of the data in this index; namely, to 
study the effects of various types of taxes on commodities and serv- 
ices. The Treasury Department, when studying tax proposals, uses 
the surveys of consumer expenditures, made by the Bureau in the proc- 
ess of constructing the index, to determine the distribution of taxes 
on various kinds of articles among families of different economic 
groups. When a change in the taxes on various commodities is under 
consideration, the impact of changes in the tax load on various in- 
come brackets and occupations is taken into account in appraising 
various proposals. The Bureau’s collection of data on retail prices 
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includes information on State and Federal taxes on commodities and 
services. These data make it possible to estimate the effects of 
various changes in the forms and rates of taxation when alternative 
tax proposals are under consideration. 

Price data collected for the Bureau’s Consumers’ Price Indexes are 
also combined with additional price information from department 
stores to compile department store inventory price indexes on a 
semiannual basis. These indexes are prepared at the request of the 
Bureau of Internal Revenue and the American Retail Federation, to 
be used by department stores employing the last-in-first-out (LIFO) 
method of accounting for tax purposes. Indexes are provided on a 
national basis for the store total, for 10 major groups of departments, 
and for certain other combinations of departments. The application 
of these LIFO indexes in the preparation of tax returns is solely 
within the jurisdiction of the Bureau of Internal Revenue, which, 
in a decision approved March 1948, expressly permits their use in 
accordance with certain principles laid down in that decision. The 
Bureau of Labor Statistics is reimbursed by the American Retail 
Federation for this work. 


Marketing uses of the index 


Although this subcommittee did not hear direct testimony on the 
business and commercial uses of this index, the Bureau has reported 
that business firms of all types make use of it in analyzing markets 
for particular kinds of goods and services, both nationally and in the 
various cities. Businessmen use the reports to answer questions such 
as this: “Have prices of the goods we sell gone up more or less than 
prices of other goods commonly bought by the public?’”’ These com- 
parative price trends are then used for market analysis, for sales cam- 
paigns, and for advertising of various kinds. Advertisers use these 
reports to show, for example, that their goods are priced under the 
national average or, as in the case of telephone and electric utility 
companies, to show that their rates have advanced less than the cost 
of other classes of purchases in the family budget. 

The information contained in the consumers’ expenditure surveys 
which are incident to the periodic revisions of the Consumers’ Price 
Index has also been used to assess markets, that is, to find out what 
types of families at what income levels or in what areas buy certain 
articles, and what proportion of the family budget is spent for those 
purchases. On the basis of this information, production plans are 
made and marketing and advertising campaigns are outlined. The 
Bureau’s 1950 expenditure survey, just now being tabulated, will 
provide much detailed evidence of this kind on a comprehensive 
national seale, and for many cities, for the first time since the war. 


Other uses 


Many kinds of contracts other than wage make use of the Con- 
sumers’ Price Index. There are instances in which it has been used 
in long-term rental contracts for apartments and other housing, and in 
other similar ways. There are also some cases where it is employed 
to vary alimony payments and annuities from trust funds. 

The fact that the index is published monthly in the metropolitan 
press all over the country, and abroad as well, means that millions of 
people see it and use it in ways which are often not known to the 
officials of the Bureau, unless a question arises concerning its use. 
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In 1947 the Bureau made a survey of the uses made by some 7,300 
persons and organizations then on the mailing list to reveive the 
index. This indicated that manufacturers were the beaviest users of 
the index, representing nearly a third of those who replied to the 
Bureau’s questionnaire; another 12 percent were wholesalers and 
retailers; 10 percent were labor unions; about 8 percent trade asso- 
ciations, and another 8 percent local governments. Research organi- 
zations accounted for about 6 percent, and ‘‘all other’’ users accounted 
for 26 percent. Although the “all items” index was most widely 
used in 1947, these reports indicated very general use of indexes 
for individual commodity groups. Among the groups, the most 
important was the food group, with roughly two-thirds of the users, 
followed by clothing, with about 62 percent of the users. Other 
groups in the index were used by about half of the persons replying 
to the inquiry. Data on average prices of particular commodities 
were often used where they were available. 


V. History or THe INpDEx 
A. EARLY DEVELOPMENTS 


Studies of the expenditures of workers’ families were first made more 
than a half century ago, in the early days of the Bureau of Labor 
Statistics (then known as the Bureau of Labor). These were one-time 
studies for particular cities or particular industrial groups of workers. 
The first studies, made in 1888-90, were reported in the Annual Reports 
of the United States Commissioner of Labor for 1890 and 1891. Some 
of these early studies covered as many as 5,000 workers in the textile, 
iron and steel, and glass industries. 

Some 10 years later, in 1901-02, a survey covering more than 22,000 
families was undertaken in the main industrial centers of 32 States 
and the District of Columbia. Following this survey, the Bureau 
began the regular compilation of indexes of retail food prices which 
were published for 170 cities during the period 1903-08, but were 
laver issued for only 60 cities. No attempt was made at that time 
to combine these city indexes into a national index. 

During World War I, particularly after the United States entered 
the war in 1917, the cost of living began to rise rapidly. At that 
particular time, because of the destructive U-boat warfare, the build- 
ing of ships in the United States became one of the most critical war 
industries. The high living costs in the shipbuilding centers made it 
more difficult to recruit workers for shipbuilding and caused many 
demands for wage increases. While indexes of retail food prices for 
individual cities were available, it was widely felt that more compre- 
hensive indexes were necessary in order to bring about wage agree- 
ments in the shipbuilding and other war centers. Thus the Cost of 
Living Index, now known as the Consumers’ Price Index, was born 
out of wartime necessity as an instrument for the peaceful settlement 
of wage disputes. 

At first, several special indexes for particular groups of workers were 
constructed from such material as was available. However, it was 
clear that the buying habits of consumers had changed markedly since 
the older surveys had been made at the beginning of the sane 
Accordingly, a new survey of consumers’ expenditures covering 12,046 


22 CONSUMERS’ PRICE INDEX 








CONSUMERS’ PRICE INDEX 91 


wage earners in 92 industrial centers was conducted during the years 
1917—19. On the basis of this survey, indexes were computed and 
published (beginning in 1919) for 32 cities (19 shipbuilding centers 
and 13 inland cities). The national index, first published in 1921, was 
worked backward from 1918 to 1913, so as to make possible a prewar 
comparison. ‘Two other cities—Manchester, N. H., and Milwaukee, 
Wis. —were added later, and since then the combined national index 
has been based on the city indexes for these 34 cities. 

After World War I, the Bureau continued to follow changes in 
family buying by making a series of surveys local in character and of 
limited national significance. Thus, the Bureau conducted a survey 
of expenditures of Federal employees in five cities covering 1927-28, 
and in 1930, made a survey of the expenditures of Ford employees in 
Detroit, Mich. Again, in 1933, in connection with the question of 
salaries, a survey was made of expenditures of Federal employees in 
the District of Columbia. 


B. THE 1934-36 REVISION 


In 1933-34, the Committee on Government Statistics and Informa- 
tion Services, appointed by the American Statistical Association at 
the request of several members of the President’s Cabinet, surveyed 
the Cost of Living Index as it was then computed, and made recom- 

| mendations for its improvement. Following the advice of this com- 
mittee, the Bureau in 1934-36 greatly improved its methods of 
collecting retail prices and undertook a comprehensive family expend- 
itures survey. This survey covered 14,469 families in 42 cities, each 
with a population of over 50,000, with an average family income of 
$1,524. This new survey furnished information which made possible 
the comprehensive revision of the index which was completed in 1940. 

Comparison of the surveys of 1917-19 and 1934-36 showed that 
expenditures for food, housing, and clothing had all changed mate- 
rially, both in the total amount spent and the kind of articles 
purchased. 

Consequently, in, this revision, new commodities were added; 
weights were changed, the base period was shifted to 1935-39, and the 
new indexes were linked to the original series as of 1935, to provide 
a continuous set of indexes. Some minor changes in the technical 
methods of computing the index were introduced at that time. This 
revision brought about marked improvements in the accuracy of the 
index, which was an up-to-date and satisfactory measure of consumer 
price changes at the time of the outbreak of World War II. 


C. WORLD WAR II 


The outbreak of war in Europe in 1939, with the rise in prices which 
accompanied it, greatly extended the uses of the Bureau’s Cost-of- 
Living Index. After the appointment of the National Defense Ad- 
visory Commission in the spring of 1940, the Bureau became the 
statistical agency of the Commissioner for Price and subsequently 
for the Office of Price Administration. Funds were provided by 
the Commission in 1940 for the construction of cost-of-living indexes 
monthly, rather than quarterly, for the 34 cities covered by the na- 
tional index, and on a faster timetable than had been possible up to 
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that time. In addition, indexes were prepared for various periods for 
20 smal] cities and for 19 large cities important in the war situation, for 
administrative use by the price-and-wage-control authorities. These 
supplementary local indexes, however, were never included in the 
national index. 

As more and more of the Nation’s productive capacity was devoted 
to the military effort, acute shortages of consumers’ goods occurred ; 
rationing was introduced; the quality of many products deteriorated, 
and supplies of low-priced clothing and housefurnishings in particular 
shrank almost to the vanishing point. The Bureau attempted to take 
account of these changes in collecting retail prices and in computing 
the index, but it encountered many difficulties, most of which were 
inherent in the war situation. 

As the war went on, the Bureau changed the list of goods it priced, 
and changed weights for particular articles such as automobiles, 
refrigerators, and other “hard goods” as they disappeared from the 
market under wartime regulations; changed weights for various 
foodstuffs as rationing reduced the importance of some, like meats 
and sugar; made frequent substitutions of wartime specifications of 
zoods for the old, standard ones, as wartime models rep!aced standard 
ones; changed its procedures to allow in part for increeses in costs as 
low price-line merchandise disappeared and higher price-line merchan- 
dise took its place; changed its method of collecting information on 
rents to get reports directly from tenants after rent regulation began; 
and in other ways attempted to adjust to wartime conditions. But the 
Bureau representatives admitted in their testimony that they were 
never able to measure nor to allow for quality deterioration, for prices 
n “black markets,” nor to take full account of changes from normal 
marketing methods (disappearance of sales, for example), nor for 
changes in the family budget due to unavailability of goods, dis- 
appearance of cheap pric e-line merchandise, etc. Changes in actual 
consumer expenditures under wartime conditions were surveyed in 
1942, when a small Nation-wide study of Spending and Saving in 
Wartime (as of 1941) was made. 

In view of the important uses of the index in connection with price- 
control policy and later with wage policy, and of the difficulties of 
price collection and index computation in the war situation, the 
Bureau recommended to the Secretary of Labor in the spring of 1943 
that the American Statistical Association be requested to appoint 
an expert committee to review and appraise the Bureau’s Cost-of- 
Living Index. At the request of the Secretary, the Statistical Associa- 
tion appointed a six-member committee under the chairmanship of 
Frederick C. Mills, professor of economics and statistics of Columbia 
University. 

This committee spent several months studying the Bureau’s pro- 
cedures in collecting and summarizing the data going into the index 
and published its report on the subject on October 10, 1943. In 
this report the committee recognized the validity of the index as a 
“trustworthy measure of changes in prices paid by consumers for 
goods and services’”’ and as “an acceptable approximation to recent 
changes in living costs.” The committee reported that the index 

6 Journal of the American Statistical Association, December 1943, vol. 38, pp. 387-405, and March 1944, 
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understated the rise in food prices by a relatively small amount and 
made some recommendations as to needed expansion of the Bureau’s 
studies of retail prices and consumer buying and some changes in 
procedure. The report pointed out that the “phrase ‘ ‘cost of living’ 
as applied to a price index was ambiguous and misunderstood by 
many people, and further said that ‘many of the difficulties and 
doubts which have arisen concerning the index have their origin in 
attempts to use it uncritically for purposes for which it is not intended.” 

While the Statistical Association Committee was in the process of 
studying the index and making its report, incomes and prices were 
rising; shortages of essential goods were becoming more acute, and a 
very “considerable migration of workers to high-cost defense areas was 
occurring. At the same time there had been a marked change in buy- 
ing habits, not only because of the factors just mentioned but also 
because many housewives had gone to work in war plants, and there 
had been a great increase in restaurant dining, which was necessarily 
more expensive than home cooking. 

Demands for wage increases, meanwhile, were multiplying, while 
the wage-stabilization policy laid down in July 1942 in the Little Steel 
formula was being maintained by the War Labor Board in the face of 
rising prices. In brief, the Little Steel formula stabilized wages at 
prevailing levels, but in the interest of equity permitted wage increases 
under certain conditions to allow them to come up to a level 15 per- 
cent higher than on January 1, 1941. The figure of 15 percent was 
the approximate rise in the cost of living from January 15, 1941, to 
May 15, 1942, as shown by the Bureau’s Cost-of- Living Index. How- 
ever, it is important to note that wages for workers who had had 15- 
percent increases were ‘‘frozen” at that point, and that the Cost-of- 
Living Index was not used as an escalator, nor did it play any official 
role in wage changes thereafter. In connection with attempts to 
break the Little Steel formula, the Bureau’s Cost-of-Living Index, 
which had been used in establishing the formula, became a target of 
strong labor-union criticism. 

In response to this criticism, on October 22, 1943, President Roose- 
velt asked Chairman William H. Davis of the War Labor Board to 
appoint a tripartite committee from the Board to look into this index, 
“to try to answer and make clear how the index figure is arrived at, 
whether any changes should be made in its component parts, or other 
improvements.”’ Chairman Davis immediately appointed the com- 
mittee the President requested. The members were unable to agree 
on an endorsement of the report of the American Statistical Associa- 
tion Committee (the Mills report) or on a plan for their own report. 
Meanwhile, the labor-union members of the committee—Mr. George 
Meany, of the A. F. L., and Mr. R. J. Thomas, of the ClO—had a 
report ‘prepared on the index which was released to the public in 
January 1944. It alleged that the index greatly understated the rise 
in living costs, and presented an alternative estimate of such rise. 
Thus, from January 1941 to December 1943, while the Bureau of 
Labor Statistics’ index showed an increase of 23.4 percent, the Meany- 
Thomas report estimated a rise of 43.5 percent. The report alleged 
that the Bureau’s prices and rent quotations were too low; that the 
index failed to take account of many factors such as poorer quality, 
disappearance of much low-cost merchandise, and disappearance of 
special sales; and that prices in the index were underreported—all 
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of which it estimated to add up to a very large error. Moreover, the 
index was criticized because it did not measure unusual expenditures 
incurred by war workers moving to other areas, having to rent rooms, 
eat in high-priced restaurants, etc., and other elements in changes in 
the mode of living. 

Since the committee appointed by Mr. Davis was unable to come 
to any conclusions, he appointed a technical committee to advise it, 
headed by Wesley C. Mitchell, professor of econamics at Columbia 
University and Director of the National Bureau of Economic Research. 
The ners of this technical committee appeared ‘in June 1944. It 
stated: 


Our examination of the methods used by the Bureau of Labor Statistics and the 
other information we have gathered, including the Bureau of Agricultural Eco- 
nomics’ Index of the Cost of Living of Farm Families, leads us to conclude that 
the Bureau of Labor Statistics has done a competent job, under very difficult 
market conditions, in providing a measure of price changes for goods customarily 
purchased by families of wage earners and lower-salaried workers living in large 
cities— 
and went on to point out the extent of the price rise which the Bureau 
had not been able to measure had been greatly exaggerated by critics 
of the index. Because such criticisms had been the subject of so 
much controversy, the technical committee had made an estimate 
of the number of pomts the index might have risen if the Bureau 
could have measured all hidden price changes, and if the index had 
covered small as well as large cities. The committee estimated, on 
the basis of “informed guesses’’ as to a number of different hidden 
increases, including deterioration in quality, that the index was be- 
tween three and four points too low. In making this statement the 
committee added: 


Even if we are right in thinking that the index does not represent the full 
increase in the price of a list of customary supplies, kept as constant as wartime 
conditions allow, it may not follow that the Bureau of Labor Statistics could, or 
should, take account of the rather intangible factors we have stressed. An official 
fact-finding agency is properly reluctant to state conclusions it cannot support by 
evidence that any fair-minded critic must accept. 

The report recommended a change in the name of the index to make 
clear that it is solely a measure of price changes only. It also recom- 
mended that a larger group of cities be covered, and that small cities 
be included. 

Chairman Davis’ report supported the conclusions of the Mills and 
Mitchell committees, and said: 

The accuracy of the BLS index figures for what they are intended to measure 
is confirmed, They are entitled to the good reputation they have long enjoyed. 
They constitute a competent measure of price changes for goods customarily pur- 
chased by families of wage earners and lower-salaried workers living in large cities. 
They provide from month to month an acceptable approximation to changes in 
the cost of living for urban workers. They are good basic figures for use in the 


formulation of fiscal and other governmental policies and for observing the effects 
of such policies— 


and further— 


that such an index is not to be confused with, or changed to become, an index set 
up to measure from time to time changes in total family expenditures.” 


Chairman Davis concurred in the recommendations of the Mitchell 
committee for technical improvements in the index and for continuing 





7 Report, ame President’s Committee on the Cost of Living, Office of Economic Stabilization, 1945, 
pp. 14 and 16. 
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small sample studies of family expenditures and incomes so that the 
index could be kept more in line with current consumption habits. 
He also approved the suggestion for a change in the name of the index 
“* * * if the new name could emphasize the fact that the BLS 
index measures changes in the total cost of a fixed standard of living, 
not changes in total family expenditures due to changed standards of 
living.” 

This change in name was made very shortly after the end of hos- 
tilities with Japan, in September 1945, when the figures for August 
1945 were issued. The index was then officially named the ‘“Con- 
sumers’ Price Index for Moderate Income Families in Large Cities.” 


D. POSTWAR DEVELOPMENTS 


Public interest in prices during the postwar period continued to be 
very great. There were extended debates in the Congress, and in the 
public press over the continuation of price and rent controls, and 
later over their modification or proposed reinstatement. There were 
widespread wage increases and in these negotiations the rise in con- 
sumer prices as reflected by the index always played an important 

art. 

® Prices rose with great rapidity after the summer of 1946. The rise 
was particularly great in the case of foodstuffs. The Consumers’ 
Price Index, as a whole, went up by 40 points, or 30 percent, in 
about 2 years, between June 1946 and the summer of 1948. This 
was a larger increase, in points, than that which occurred during the 
war. Thus, in the period immediately following the war, there was 
general use of the Consumers’ Price Index to measure the extent of 
price changes as they affected national policy as well as labor-manage- 
ment relations. 

During this period another development occurred which was of vital 
significance to the Bureau and to the index. Beginning in May 1948, 
with the General Motors agreement with the UAW (CIO), a number 
of important labor-management agreements were concluded in which 
wages were tied to the Consumers’ Price Index by specific escalator 
clauses. 

Meantime, the market situation for consumer goods gradually 
became more normal. Ample supplies of goods came back into the 
shops, black markets disappeared, and quality improved greatly, so 
that wartime criticisms of the validity of the price data, as such, due 
to these factors were in time largely removed. 

Very soon after VJ-day, when a number of wartime rationing and 
price controls were removed and OPA activities diminished, the Bureau 
of Labor Statistics eliminated some of its wartime activities in con- 
nection with the Consumers’ Price Index. For example, when the 
pressure of activity in certain war centers was reduced, all but five 
of the additional cities for which local indexes had been constructed 
during the war were dropped from the list. Since the indexes for 
these cities had not been included in the national average, this reduc- 
tion had no direct effect on the index itself, but no measure of com- 
parative changes in prices between small and large cities then remained. 
The five cities retained were: San Diego, Bridgeport, South Bend, 
Omaha, and Wichita. 
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Two years later, in 1947, a substantial cut in the Bureau’s appro- 
priations forced the Bureau to drop these five city indexes. The 
frequency of compilation of city indexes for the 34 cities included in 
the national average was reduced. Ten cities were put on a monthly 
basis (as compared with 21 during the war), and the other 24 on a 
quarterly basis. ‘The list of commodities and services priced each 
month for the index was cut back. For example, over 70 foods had 
been priced during the war, and 62 had been included in the index. 
In 1947, this number was reduced to 50. 

At that time also, the Bureau found it necessary to defer a proposed 
survey of houses and apartments in the 34 cities designed to set up 
new samples of dwellings in each city for its rent index, which would 
then take account of the effects of new construction during and after 
the war. Consequently, during the period of rapid home building 
from 1946 through 1949, the Bureau operated with its 1942 sample 
of dwellings, and the rent indexes gradually accumulated errors— 
differing in different cities because of local variations in the volume 
of new home building and in the administration or removal of rent 
controls. Consequently, only an estimate of the error in the national 
rent index could be made until the interim adjustment of the Con- 
sumers’ Price Index made in 1951. 

The Bureau also reduced, from six to three a year, the number of 
cities planned to be covered in its annual surveys of expenditures of 
city families. In 1944, the Labor-Federal Security Subcommittee of 
the House Committee on Appropriations had directed the Bureau to 
make a survey of the prices actually paid by urban families and the 
goods purchased by them, to test the validity of the index. The plan 
had been to make these “consumer price checks” on the basis of six 
cities a year, with a view to obtaining data to revise the index, city 
by city, on a current basis, rather than to wait for one major revision. 
However, with the appropriations available in 1947 and 1948 it was 
possible to cover only three cities a year. 

As the results of the surveys became available, they indicated that 
consumer buying habits had’changed greatly from those of the middle 
1930’s, on which the index was based. These changes made it neces- 
sary to consider a comprehensive revision of the index as soon as 
possible. 


E. REVISION OF THE INDEX 


In the light of all these ee the President requested the Congress 
to provide the funds required to make a fundamental revision of the 
index, on the basis of a new survey of family expenditures. The 
Congress, in the spring of 1949, approved a 3-year program for this 
purpose. During the first year of this revision, a comprehensive rent 
survey was made. During the second year, surveys of consumer 
expenditures were made in 91 cities throughout the country. At 
present, the results of these surveys are being analyzed, and the 
calculations for the revision of the mdex are being made. The new 
index is scheduled for completion in 1952. 

The Bureau is now working on a plan whereby it will not have to 
allow such long intervals to elapse between expenditure surveys, and 
therefore such great changes to take place in the market basket before 
those changes are reflected in the index. The plan is one by which the 
Bureau can go back to small samples of families at much more frequent 
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intervals—not precisely the same families, but similar samples of 
families—and find out from year to year what changes are taking 
place. In this way the Bureau could take account of important 
changes as they occur and keep the quantities and the items in the 
index more nearly up to date than has been possible in the past in the 
absence of the necessary data on which to keep the index currently 
representative of consumption habits. 


Interim adjustment, 1950 


When the aggression occurred in Korea in June 1950, the Bureau 
was in the early stages of this major revision program. The Nation 
was once more faced with shortages of certain consumers’ goods, 
rising prices, and controlled markets. The Congress, in considering 
the Defense Production Act in the summer of 1950, referred to the 
Consumers’ Price Index as one of the statistical series which should 
be considered in determining the need for price and wage controls. 
Recognizing the existence of a new emergency period of uncertain 
length and intensity, the Bureau decided that it could not postpone 
all adjustments of the index until completion of the comprehensive 
revision 2 years later and that an interim adjustment should be made. 

Therefore, the Bureau computed and published, beginning with the 
index for January 1951, an improved index which was revised back- 
ward to January 1950. To give labor and management a transition 
period during which contracts can be shifted to the new index, the 
old unrevised index has been published by the Bureau along with the 
new one. 

This interim adjustment embraced four parts: (1) revision of city 
population weights; (2) correction of the rent index for the ‘‘new unit 
bias’; (3) addition of some new items; and (4) revision of group 
weights and weights of some commodities in the market basket. 

Previous city weights in the index were based on estimated popula- 
tion counts for 1942. The adjustment made in early 1951 adjusted 
these weights on the basis of population data from the 1950 decennial 
census, 

The rent index was corrected to allow for the fact that it did not take 
into account the differential between rents for housing that was built 
in the prewar period and was subject to rent control and that built after 
the war for which rents were not controlled. The correction for Janu- 
ary 1950 amounted to 6.8 index points on the rent index, or 1.3 index 
points on the Consumers’ Price Index, with widely differing corrections 
for individual cities. 

The third change made in the mterim revision was the addition of 
about 25 items, some of which had greatiy increased in importance in 
family spending since the mid-thirties, and others which would im- 
prove the measurement of average price movements for groups of 
similar items. Items added because of increased importance were 
frozen peas, strawberries, and orange juice concentrate, canned 
baby food, group hospitalization payments, home permanent-wave 
refills, and television sets. Items added to improve the measure- 
ment of prices were layer cake, frankfurters, ice cream, cola drinks, 

ape jelly, men’s rayon suits, men’s work gloves, women’s rayon 

louses, boys’ jeans, cotton rugs, chrome dinette sets, electric toasters, 
aluminum pans, velocipedes, and gas for space heating. 
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The final change involved the revision of commodity weights. To 
give an accurate picture of the way in which changes in prices affect 
the total cost of family expenditures for goods and services, account 
must be taken of the relative importance of each item in the typical 
family’s expenditures. The use of cost aggregates (that is total costs 
at stated prices for stated quantities) for each item for the earlier 
period and for the later period in computing the index accomplishes 
this purpose. In chart IV, page 6, for example, expenditures for 
apparel of $160.15 were about 10 percent of the total expenditures of 
$1,520.99. This is another way of saying that apparel had a relative 
importance of 10.5 percent in the index at the earlier period. How- 
ever, at the later period, the cost of apparel ($317.10) was nearly 11.3 
percent of the total cost of the market basket ($2,807.13). Since 
quantities and qualities are held constant insofar as possible, differ- 
ential changes in prices over time may change the relative importance 
of ‘various groups of commodities in the index so that they do not 
reflect current expenditure patterns. For example, in early 1950, food 
represented more than 40 percent of the total value of the market 
basket in the Consumers’ Price Index, since food prices had increased 
more than prices for other groups of commodities. Postwar studies 
indicate that foods, in fact, took only about one-third of the consumers’ 
dollar. On the other hand, some items had increased greatly in im- 
portance in family buying. For example, fuel oil and gas had become 
increasingly important for house heating and the importance of coal 
had decreased, but the index took no account of these changes. 

Therefore the Bureau adjusted the quantities in the market basket 
to bring them into closer relationship to postwar patterns of family 
spending. This was done on the basis of limited inlastnation, since all 
of the data needed for this purpose were not available and will not be 
until the returns from the 1950 Survey of Consumers’ Expenditures 
have been tabulated. 

Comprehensive revision of the index 

The 3-year program for the comprehensive revision of the index 
will be completed some time in 1952. It involves five major parts. 

The first basic problem is to revise the market basket. This 
required a new survey of consumers’ expenditures which was finished 
in the early summer of 1951. This survey is described in some detail 
on pages 29-31. 

The second part is designed to test the price patterns. Chart II 
(p. 4) was drawn from some experimental work done to test price 
patterns for pork, which was a part of the larger program to test 
and revise the index. These price patterns, or the relationship of 
price movements for one commodity to those for another, do not 
necessarily stay put. Changes must be made accordingly in the price 
patterns used in the index. 

The third step in the revision entails a reexamination of the list of 
cities which are included in the index. The present index, as already 
indicated, is representative only of large cities. The present 34 cities 
are thus not a truly representative sample of all cities in the United 
States, first, because they are mostly large, and second, because the 
are not geographically fairly distributed. The Bureau is now experi- 
menting with a sample which will be representative of cities of 50,000 
to 100,000, and cities of 25,000 to 50,000, and even cities down to 
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2,500. Recommendations along these lines have been made to the 
Bureau by various advisory committees in the past. 

In the fourth step, the methods used in the construction of the index 
will be reexamined. The science of statistics has developed enor- 
mously in the last 10 or 15 years, and it is desirable to take full ad- 
vantage of modern statistical methods. Savings in time and money 
and improvements in accuracy can be obtained by using these new 
nee particularly the use of smaller samples and better selection 
ol items. 

One other part of this revision program—the first, in fact—was the 
survey of dwellings made late in 1949 and early in 1950, to get 
information for the housing component of the index. The results were 
incorporated into the “interim adjustment,’ described above, when 
the rent indexes for various cities were corrected, and a basis was pro- 
vided for new samples of rented homes and apartments in every city 
to take account of new postwar building. The information from this 
survey will also be used in further improvements in the housing 
component of the new index, especially in better representation of the 
costs of home ownership. 


Survey of consumer expenditures in 1950 


The first part of the 3-year program for the comprehensive revision 
of the Consumers’ Price Index was a survey of consumer expenditures 
designed to determine the goods and services purchased by consumers 
in 1950. The revised index will be based on a market basket of goods 
and services purchased by wage earners and salaried clerical workers, 
as shown by this survey. 

In conducting this survey, the Bureau worked out a procedure for 
sampling the cities of the United States in order to get a good repre- 
sentation of all sizes and types of cities—91 in all. Within the selected 
cities, the Bureau selected a sample of families by sampling within 
sample blocks. The list of cities below includes 6 in which surveys 
had been made in 1947-49, for a total of 97 cities which were included 
in the sample design. 


Survey or ConsuMeR ExXpeEenpiITures 1N 1950, Crries SURVEYED BY THE 
Bureau or LABorR Statistics OF THE UNITED StatTES DEPARTMENT OF LABOR 


Alabama: Connecticut: 
Birmingham. Hartford. 
Demopolis. Middletown. 

Arizona: Delaware: Wilmington. 
Phoenix. District of Columbia: Washington.! 
Tucson, Florida: Miami. 
Glendale. Georgia: Atlanta. 

Arkansas: Idaho: Sandpoint. 
Little Rock. Illinois: 

Camden. Chicago. 

California: Bloomington. 

Los Angeles. Anna. 

San Francisco-Oakland. Indiana: 

San Jose. Indianapolis. 
Bakersfield. Evansville. 
Santa Cruz. Garrett. 
Lodi. Towa: 

Antioch. Des Moines. 

Colorado: Shenandoah. 
Denver.! Grinnell. 


Grand Junction. 


1 In sample design but has previously been surveyed in 1947-49. 





30 CONSUMERS’ 





PRICE INDEX 


Survey or ConsuMER ExXprEeNpiTuRES IN 1950, Crrres SURVEYED BY THE 
Bureau or Lasor Sraristics oF THE UNiTep Srares DEPARTMENT OF 


Lasor—Continued 


Kansas: 
Wichita. 
Salina. 
Kentucky: 
Louisville. 
Middlesboro. 
Louisiana: New Orleans. 
Maine: 
Portland. 
Bangor. 
Maryland: 

Baltimore. 
Cumberland. 
Massachusetts: Boston. 

Michigan: Detroit.! 


Minnesota: Minneapolis-St. Paul. 


Mississippi: Jackson. 

Missouri: 

St. Louis. 

Kansas City. 
Montana: Butte. 
Nebraska: 

Omaha. 

Grand Island. 
Nevada: Elko. 

New Hampshire: 
Manchester.! 
Laconia. 

New Jersey: 

North Jersey area. 

Washington. 

New Mexico: Albuquerque. 

New York: 

New York. 

Cooperstown. 
North Carolina: 

Charlotte. 

Fayetteville. 
North Dakota: Grand Forks. 
Ohio: 

Cleveland. 

Cincinnati. 

Youngstown. 

Canton. 


Ohio—Continued 

Newark. 

Ravenna. 
Oklahoma: 

Oklahoma City. 

Shawnee. 

Madill. 

Oregon: 

Portland. 

Roseburg. 
Pennsylvania: 

Philadelphia-Camden. 

Pittsburgh. 

Scranton. 

Nanty-Glo. 

Rhode Island: Providence. 
South Carolina: Charleston. 
South Dakota: Sioux Falls. 
Tennessee: 

Memphis.! 

Columbia. 

Texas: 

Houston.! 

Pecos. 

Dalhart. 

Utah: 

Salt Lake City. 

Ogden. 

Vermont: Barre. 
Virginia: 

Norfolk-Portsmouth. 

Lynchburg. 

Pulaski. 
Washington: Seattle. 
West Virginia: 

Huntington-Ashland. 

Charleston. 
Wisconsin: 

Milwaukee. 

Madison. 

Wyoming: 

Cheyenne. 

Rawlins. 


The sampling method used was as follows: All of the cities in the 
United States which have a population of 1,000,000 or more were 
included. Smaller cities were grouped according to size: (1) Those 
with population from 240,000 to 1,000,000; (2) 30,000 to 240,000; 
and (3) below 30,000. W ithin these groups, cities were classified by 
community income level, climate, and density of population. From 
this grouping, cities were selected so that all types of cities and cities 
in all regions and States were represented in the sample. 

Within the cities, samples of addresses were selected at random. 
A map of each city was used, and city blocks were selected on the map 
in a random fashion. Within each sample block, addresses were listed 
and sample addresses were selected, also at random. This gave a 
representative cross section of the population of each of these cities. 
And the cities being chosen as they were, this survey included a cross 
section of all urban families in the United States. 


1In sample design but has previously been surveyed in 1047-49, 
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Interviewers were trained to call on families and find out from the 
members of the family how they spent their money in 1950, what 
they bought, and in what quantities, of each class of goods and services 
that people buy. 

The Bureau assured each family that was asked to report in the 
survey that the information they gave would be kept in complete 
confidence. The address only was recorded, and the family was not 
even asked to give its name. The cooperation of families asked to 
report in the survey was extremely good; less than 10 percent of all 
people asked refused to comply for one reason or another. In all, 
about 12,500 complete reports were obtained. 

In the course of obtaining the necessary information, the inter- 
viewer recorded the number of people in the family, their ages, and 
their relation to the head of the family. Then came the task of record- 
ing in detail the expenditures, income, and changes in savings for the 
year. The basic form used to report expenditures was a long list 
designed to be a reminder of purchases. Only a few families have 
complete, regular records, but most families have around the house 
many records of one kind or another to which they can refer. The 
withholding tax receipt which each employee gets from his employer, 
for example, is one such record. There are bills from the utilities, and 
from the department stores, and checkbooks, and other documents 
which help families to reconstruct the record of their expenditures. 

Then, as the final part of the information obtained from the families, 
the Bureau secured a detailed list of the foods and household supplies 
purchased during a 2-week period; this period was short because it 
would be impossible for a family to reconstruct details of the amount 
of money they spent on particular foods over a whole year. The 
Bureau uses this detailed information on food purchases to estimate 
annual expenditures for food. 

Expenditures reported were totaled and balanced against incomes * 
and savings to test the accuracy of the report. 

The results of this survey are now being tabulated. The amount 
spent for the quantities of goods and services bought by wage-earner 
families in the year 1950 will be used to reconstruct an up-to-date 
market basket for the Consumers’ Price Index to be used in the revision 
of the index in 1952, as regards items most frequently purchased, the 
kinds and price lines usually bought, and the importance of each article 
in the family budget as a whole. 


VI. RECOMMENDATIONS AND COMMENTS 


The subcommittee makes the following recommendations and com- 
ments: 


1. Is the Consumers’ Price Index a good index? 


On the basis of all the testimony presented to the subcommittee, 
we believe that the Consumers’ Price Index of the Bureau of Labor 
Statistics is an excellent index and that it enjoys widespread con- 
fidence among labor and management groups and the general public. 
The fact that more than 3 million employees and their employers 
have tied wages to the Consumers’ Price Index in contracts arrived 
at by collective bargaining indicates its widespread acceptance as a 
fundamentally sound index. 
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All witnesses, with the exception of those representing the United 
Electrical, Radio, and Machine Workers of America, were unanimous 
in expressing confidence in the integrity of the personnel who work 
in the Bureau on the Consumers’ Price Index. The subcommittee 
was impressed with the competence and integrity of the staff of the 
Bureau. 


2. Is the Consumers’ Price Index a good measure of the changes in living 
costs? 


One of the most fundamental issues which the subcommittee noted 
in the course of the testimony was the distinction made by many wit- 
nesses between a consumers’ price index and a cost-of-living index. It 
was clearly brought out by the staff of the Buretu of Labor Statistics, 
as well as by many other witnesses, that the present index is a price 
index designed to measure solely the influence of price changes upon 
the cost of living. It measures the changes in the price of a fixed 
‘“‘market basket” of goods and services from one period of time to 
another. 

An index so constructed serves very well as a rough measure of 
changes in living costs for the great majority of American industrial 
workers who continue to live and work in the same city for long periods 
of time. 

On the other hand, a number of witnesses, particularly those repre- 
senting labor union groups, emphasized that there are elements in the 
family cost of living which may change because of factors other than 
price. For example, m emergency periods, many workers have to 
change jobs and in so doing move from one city to another. They 
may have to move from low-cost areas, with low rents, economy-type 
stores, and other low-cost factors, to new areas with higher rents, 
higher-priced stores, and many other conditions requirmg higher costs 
for a comparable living standard. Some of the witnesses stated or 
implied that these nonprice factors in the cost of living were numerous 
and important, and that the Bureau’s index considerably under- 
stated the true rises in the cost of living because it did not take them 
into account. 

While the subcommittee is convinced that the purposes served by 
the Consumers’ Price Index are so important that it should be con- 
tinued on-its long-established basis as an index designed to reflect price 
changes, it is convinced that there is need for periodic estimates of 
changes in living costs due to changes in nonprice factors such as 
mentioned above. Such changes should not be included in the Con- 
sumers’ Price Index, and we therefore recommend to the Commissioner 
that he and his staff prepare and submit to the Congress a separate 
plan for estimating periodically the extent of changes in prices paid 
by wage earners and lower-salaried clerical workers who moved from 
one community to another, and the relative importance of such changes 
to the group as a whole. 

Other witnesses stressed the higher costs incurred by workers be- 
cause of continuing changes in the American way of life. Here again 
the subcommittee agrees that this is an important problem for study, 
but does not recommend that such changes should be included in the 
Consumers’ Price Index. We believe that questions concerning 
changes in the standard of living can be answered very adequately by 
constructing periodically budgets such as the City Worker's Family 
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Budget. These budgets, similar to the one requested by the Congress 
in 1945, would give a total dollar cost of living based on a minimum 
but adequate budget for a family of four in various cities. In such 
budgets account can be taken of changes in the standard of living, 
including such factors as income taxes. Such studies would, of course, 
be made separately from studies required by the Consumers’ Price 
Index although information collected for the index might well be used 
in part for the budgets. Such budget studies should be made each 
year to measure these factors which are not reflected fully in the 
Consumers’ Price Index. 


3. How frequently should the Consumers’ Price Index be revised? 


The subcommittee favors a policy of keeping the index continu- 
ously under review, with revisions as required when important 
changes in buying habits occur, rather than infrequent complete 
revisions as has been the practice in the past. 

Three times in the history of the index there has been a complete 
revision. On the occasions of each major revision there was a survey 
of the expenditures of some twelve to fifteen thousand families, a 
revision of commodities and services priced for the index, a change 
in weights of the different items in the market basket, and a recal- 
culation of the index. Each of these revisions was necessary to take 
account of new market conditions as well as the accumulated changes 
in people’s buying habits over the years. 

It has been indicated that since the war a program has been de- 
veloped for assembling information which would make possible 
current review and more frequent revision. 

The subcommittee heard testimony on both sides of this question, 
but in general, there was agreement that 10 to 15 years was too long 
an interval. One witness testified in favor of more frequent major 
revisions, such as one every 5 years or so. Other witnesses argued 
against too frequent revision i the market basket on the ground 
that this might cause difficulties in labor-management contracts. 
On the other hand, the chairman of the Bureau’s Statistical Advisory 
Committee recommended an index which would be frequently and 
currently revised as needed. The Bureau’s staff testified that any 
index witieh is not constantly reviewed in the light of changing cir- 
cumstances will steadily deteriorate. 

The subcommittee is aware of many problems created by costly 
major revisions at infrequent intervals. For instance, there are diffi- 
cult questions of public understanding and possible misuse during the 
transition period. Such a problem was raised by witnesses repre- 
senting labor unions who requested that the old index be continued 
indefinitely because their contracts were tied to it by escalator clauses. 
This problem would be avoided in the future by the subcommittee’s 
recommendation. We believe that it is possible to maintain the Con- 
sumers’ Price Index indefinitely on a sound basis by making continuous 
checks of prices, of price patterns, of the representatives of the stores 
from which prices are gathered, of the validity of the rent sampling, of 


the communities and areas to be included in the index, and of the 
changing buying habits of American families, based on sample surveys 
of family expenditures each year. In this way, the Bureau could 
obviate the need for major revisions by a continuous process of mainte- 
nance and improvement. 
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The subcommittee realizes that this program would cost more from 
year to yeur than has been spent each year in the past for this purpose. 
On the other hand, the huge expenses (almost $4 million for the 
present revision now nearing completion) for the periodic revisions 
which have been needed in the past would no longer be necessary. 
The subcommittee believes that the constant revisions advocated 
herein would not, in the long run, be any more expensive than the 
periodic revisions which have been undertaken in the past and the 
index, so provided, would be a much more accurate and useful tool 
than is possible under the older system. 

On the other hand, the subcommittee believes that the Bureau 
should be extremely cautious against making too frequent changes in 
the index which are minor in character. The Bureau should plan a 
program for assembling the necessary information from American 
families for an annual review of the buying habits of American con- 
sumers so that it can see whether significant changes have occurred. 
Revisions in the index should then be made only when they are clearly 
required. 

4. Should the Bureau construct and publish additional indexes? 


The suggestions made by witnesses before the subcommittee 
involving the publication of additional indexes fall into two categories: 
(1) It was suggested that the Bureau should publish indexes for 
special groups in the population; and (2) it was suggested that the 
Bureau should publish indexes for cities and geographical regions 
not covered by the national index. 

Under the first suggestion, witnesses advocated that the Bureau 
should make special indexes for groups such as elderly people living on 
pensions, extremely low-income families living on relief, professional 
persons, and other special groups. The subcommittee believes that 
while such indexes might serve a useful purpose, they should rank very 
low on the priority list of projects to be undertaken by the Bureau. 
We believe that the Bureau of the Budget might explore the possi- 
bility of surveying the needs of the various governmental agencies for 
such special indexes; for example, the needs of the administrative 
agencies dealing with older persons on pensions. If such a need 
exists, the Bureau of Labor Statistics might be authorized to under- 
take such special studies out of funds made available by the agencies 
which would benefit therefrom. 

The second category of additional indexes includes city indexes for 
some of the larger cities which will be dropped from the new index, 
indexes for key economic areas which are expanding rapidly under the 
impact of defense activities, or indexes for areas such as Alaska or 
Hawaii which have particular military significance. The subcom- 
mittee believes that the Bureau should pay particular attention to the 
needs for such indexes, and that the ces should be encouraged 
to present such needs to the Appropriations Committee so that funds 
may be made available if sufficient reason can be shown therefor. 

The subcommittee realizes that it is not necessary to cover more 
than a sample of the large cities in key industrial areas to construct a 
satisfactory national index and that there are important reasons why 
such special indexes would be undertaken by the Bureau. However, 
sufficient evidence was not secured by the subcommittee to make a 
firm recommendation beyond the fact that the Bureau should be 
authorized to further explore this need. 
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The subcommittee approves the expansion which will be under- 
taken in the new index to include medium-sized and small cities. We 
believe that this will make the index a more representative one for 
all the low-salaried clerical employees and wage earners in the country. 
We believe that under the new program the national index will be 
technically better and will be available faster than the old index. 

The subcommittee realizes, of course, that there is a limit beyond 
which the Federal Government cannot and should not go in supplying 
such special indexes. It has been called to our attention that some 
States and some cities prepare price indexes of their own which are 
more or less comparable to those of the Bureau and which can be 
used for collective bargaining and other purposes. We believe that 
the Bureau’s methods, procedures, and other technical guides should 
be available within limits to assist such States and localities which 
wish to enter this field. 


5. Should taxes be included in the Consumers’ Price Index? 


The subcommittee recommends that the Bureau continue its present 
practice of including excise and sales taxes, but excluding income taxes 
from the index. 

This is an issue on which the subcommittee heard divergent and 
conflicting testimony. Labor union representatives strongly urged 
the inclusion of Federal income taxes as an item in the index, while 
some representatives of business groups equally strongly urged the 
elimination of all taxes from the index. 

The Bureau’s practice at present is to include sales and excise taxes 
in the index in the prices actually paid by buyers for commodities 
and services. The logic of this practice is that these taxes are firmly 
attached to the specific commodity or service, so that the customer 
pays the tax as part of the price. With respect to many items, the 
consumer may not even know that there is a tax, and even if he does 
know, he cannot always tell how much it is. Some of these taxes 
become a part of the cost of production of the goods and services and 
cannot be distinguished in the retail price. 

On the other hand, the Bureau has never included income taxes 
in the index because these taxes are regarded as deductions from in- 
come. 

The subcommittee wishes to go on record with the conclusion that 
in the official Consumers’ Price Index the Bureau should continue 
to follow its present practice. We believe this represents both a 
practical and common-sense approach to the problem. 

Most democratic nations of the world use income taxes as their 
principal source of revenue to finance government operations, and 
collect such taxes from their citizens in accordance with their ability 
to pay. We do not believe that it is advisable for any one occupa- 
tional group of the public to have an automatic offset for such pay- 
ments. This is especially important when the Consumers’ Price 
Index is used for wage-escalation purposes, either by private contract 
or by Government policy. The effect of incorporating income taxes 
in an official index used for this purpose would be to relieve those 
workers covered by the escalation from the burden of all further 
increases in income taxes and would, as a result, throw a larger burden 
of the cost of Government upon other segments of the population. 
The subcommittee believes that the burdens of taxation should be 
distributed as equitably and fairly as possible, and that this is a matter 
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which should be determined by the tax laws, and not indirectly by 
private collective bargaining. The final determination on these mat- 
ters rests with the Congress, and it should be left there. Further- 
more, if escalation of this kind were permitted to exist and spread 
throughout the economy, it would constitute an instrument of infla- 
tion which would be difficult or impossible to control. 


6. Criticisms of the Consumers’ Price Index by the United Electrical, 
Radio, and Machine Workers of America 

Representatives of the United Electrical, Radio, and Machine 
Workers of America appeared before the subcommittee and offered 
extensive criticisms of the Consumers’ Price Index. They also at- 
tacked the personal integrity of the staff of the Bureau of Labor 
Statistics. 

The subcommittee does not believe that the UE’s attack on the 
integrity of the staff of the Bureau is justified; nor does the subcom- 
mittee believe that their technical criticism of the index merits a 
detailed discussion in this report. 

These witnesses presented their own index, which is now some 80 
points higher on a prewar basis than the Consumers’ Price Index. 
In connection with the UE index, the subcommittee had the benefit 
of a special report prepared by the Commissioner of the Bureau of 
Labor Statistics analyzing this index and its construction. On the 
basis of the UE’s testimony and the Bureau of Labor Statistics’ 
analysis, the subcommittee believes that it is clear that the UE’s 
index is not an index of consumer prices or of the cost of living. It 
is a combination of many dubious estimates of various kinds and is 
not, in the opinion of the subcommittee, a valid index. The special 
report of the Commissioner of Labor Statistics referred to above is 
contained in the hearings at pages 328, 329, 417-427. 


7. How long should the index based on the 1934-36 survey be continued 
after the new index is published? 


Both the Congress of Industrial Organizations and the American 
Federation of Labor strongly urged that the old index be continued 
as long as there is demand for it for collective-bargaining purposes. 
They pointed out that many long-term contracts are tied to the old 
Consumers Price Index and that it would disrupt labor-management 
relations in many cases to force a shift to the new index. 

The subcommittee is very sympathetic to the problems presented 
by the labor organizations. On the other hand, we do not believe it 
is either economical or necessary to continue the old index as long as 
requested by the labor organizations. It has been public knowledge 
for some time that a new index would be available in 1952. Cer- 
tainly, collective-bargaining contravts with escalator clauses tied to 
the Consumers’ Price Index entered into after the issuance of this report 
should contain clauses which will permit automatic readjustment to 
the new index when it becomes available. It follows, of course, that 
the subcommittee believes that no contract should be tied te the old 
index after the new index is published. 

The subcommittee is not in a position to recommend a fixed period 
of time for which the old index should continue to be published after 
the new figures are available; but, we urge the Bureau to give special 
study and consideration to the problems of parties who have long- 
term collective-bargaining contracts so that no confusion in collective- 
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bargaining relationships will result from a too abrupt cessation in the 
publication of the old index. At the same time, we believe that the 
parties should make every effort to accommodate their existing con- 
tracts to the new index. 

The subcommittee believes that its recommendation that in the 
future the Bureau should maintain a policy of keeping the index con- 
tinuously under review with revisions as they become necessary will 
avoid the situation which has created this problem. 


8. Should the index be compiled and issued more promptly? 


Testimony at the hearings clearly indicated a desire on the part of 
most users to have the index available as promptly as possible. At the 
present time, the Bureau occasionally achieves a publication date as 
early as the 20th of the month, but it is sometimes fully a week later 
than this. This gives a comparatively short time for adjustments in 
wages which may occur on the first of the following month. 

While the subcommittee recognizes that budget considerations enter 
into the problem it is urged that the Bureau make provision for the 
speediest possible time schedule on the construction of the monthly 
index. _We suggest that the Bureau set a goal of having it regularly 
available by the middle of the month. 


9. Should the Bureau organize a tripartite advisory committee? 


The Congress of Industrial Organizations recommended to the 
subcommittee that the Bureau should organize a tripartite advisory 
committee consisting of representatives of labor, management, and 
the public to supplement the existing advisory committees. This 
proposal was opposed by several other witnesses. 

The Commissioner testified that he is willing to have the different 
advisory committees meet together if they desire to do so but indi- 
cated that experiments in this direction have, so far, not been very 
successful. In view of the fact that a tripartite committee must 
necessarily have the cooperation of all the parties, the subcommittee 
is not impressed with the advisability of creating such a committee 
at this time. However, we believe that this is a matter for the 
Bureau to work out along lines that will secure the maximum under- 
standing of those most concerned with the index. 


10. Should the ultimate ee. for determining methods and pro- 
cedures used in constructing the Consumers’ Price Index remain, 
as it has in the past, in the Bureau of Labor Statistics? 


The subcommittee feels that in the technical aspects of construct- 
ing the index the Bureau personnel should be free of interference or 
control from officials in the executive branch of the Government, from 
the advisory committees, and from the Congress. The high reputa- 
tion which the Consumers’ Price Index enjoys is, in our opinion, a 
direct reflection of the degree of freedom exercised by the officials of 
the Bureau of Labor Statistics at both the policy and technical levels 
from outside interference. 

The subcommittee believes that the Commissioner of Labor Sta- 
tistics must be the responsible official who answers for the technical 
accuracy, correctness, and honesty of the Consumers’ Price Index. 
He can only be held responsible if he is given full responsibility. 

The subcommittee heartily approves the present system of advisory 
committees. We believe, however, that the advisory committees 
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should remain just that: in an advisory capacity. In the final analysis 
it is up to the Commissioner of the Bureau of Labor Statistics to make 
the technical policy decisions. Likewise, we do not believe that it is 
the function of Congress to dictate to the Bureau on the technical 
aspects of the index. The Congress, as in the past, should indicate 
broad outlines of problems which it wishes the Bureau to study, but 
the techniques and procedures should be left to the Bureau. 

This does not mean that the subcommittee does not believe that it 
is the responsibility of Congress to make periodic reviews of the work 
of the Bureau. Indeed, as the Consumers’ Price Index comes into 
greater and greater use, it places an additional responsibility on the 
Congress to insure its objectivity and soundness. We, therefore, 
recommend that periodic surveys be made by the Congress to insure 
that the Bureau maintain its high standards, technical perfection, and 
objectivity. 

11. Does the Bureau make sufficient effort to develop techniques to main- 
tain and identity quality standards? 

Criticisms came from both management and labor witnesses con- 
cerning the problem of maintaining quality standards. The manage- 
ment witnesses complained that in many cases the price index did not 
reflect improvement in quality; in other words, that part of the price 
increase Was a quality increase. It was alleged that this was true 
particularly with such items as automobile tires, refrigerators, home 
appliances, etc. On the other hand, the labor witnesses complained 
that the Bureau did not compensate for quality deterioration in many 
items, particularly in the clothing field. 

The subcommittee believes that the Bureau has made an honest 
effort in the past to develop techniques to measure such changes. 
However, we also believe that there is a change both upward and 
downward in quality which the Bureau has not been able to measure 
in the past. We, therefore, urge that the Bureau make all possible 
efforts, perhaps in cooperation with organizations such as the Bureau 
of Standards, to develop techniques which will more adequately 
reflect the quality changes which take place in the goods priced for 
the index. 


12. Should the Bureaw attempt to improve pricing procedures to reflect 
the effect of forced up-trading, deterioration of quality, ete? 

Labor organizations testified that they believed that the index did 
not take into account such factors as quality deterioration, changes 
in specification of goods, forced up-trading, changes in normal sources 
of supply, and other pricing problems, 

The Bureau admitted that such problems were difficult to cope 
with particularly in times of economic stress, such as the period during 
World War II and the present Korean emergency. We believe that 
the Bureau should make every effort to develop techniques to take 
into account these unusual factors, realizing at the same time that 
such problems frequently demand new techniques, additional funds 
for experimentation, and additional personnel. 


18. Does the rent component of the index need revision? 


Both the American Federation of Labor and the Congress of Indus- 
trial Organizations testified that in their opinion the rent component 
of the index was too low. Without agreeing or disagreeing with this 
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contention, it seemed to the subcommittee that the rent component 
over the years has been subject to more criticism than any other part 
of the index; thus, the rent figure was found to be understated in the 
Report of the President’s Committee on the Cost of Living, 1945, and 
the rent component was revised upward by the Bureau itself in the 
interim adjustment in 1950. We believe that most of the criticisms 
of the rent component will be taken care of in the new index to be 
published in 1952; nevertheless, the subcommittee believes that the 
Bureau should take all precautions to assure the accuracy of the rent 
component. 

The subcommittee further believes that the Bureau should give very 
serious study to the problem of developing methods to directly 
measure changes in home-owner costs. We do not believe that the 
present system of estimating changes in home-owner costs on the basis 
of the movement of rents accurately measures the changes in such 
costs. 


14. Should the Consumers’ Price Index receive the support of the Congress? 


In the opinion of the subcommittee, the Consumers’ Price Index of 
the Bureau of Labor Statistics is the most important single statistic 
issued by the Government. We believe that the index merits the 
widespread confidence which the users of the index have expressed in 
it. The subcommittee received overwhelming testimony which is 
summarized in section IV of this report that the importance of the 
index is constantly increasing. 

In view of the importance of the index, the subcommittee feels 
strongly that it is imperative that adequate financial support be given 
to the Bureau of Labor Statistics for this work by the Congress. In 
addition, it is clear that the technical perfection of the index depends 
to a large extent upon an adequate budget. 

The subcommittee believes that the Consumers’ Price Index has 
become so important that it must be regarded as a fixed charge upon 
the Government; it should not be subject to yearly fluctuations in 
budget and at the same time be required™to do the same amount of 
work. 

By this, the subcommittee does not mean to recommend that the 
Bureau undertake any program which it sees fit. However, we feel 
it is of vital importance that when the Congress has indicated the 
scope of the work which they wish the Bureau to undertake, the Bu- 
reau must then be given adequate funds to properly do the work and 
that funds must be available from year to year. Unlike some Gov- 
ernment programs, the issuance of a statistic of this type depends 
almost completely upon continuity of effort. It is impossible to cut 
the work one year and increase it the next on the same project. Once 
the period has passed it is too late then to secure prices for that 
period and the information can never be recovered. 

It is abundantly clear to the subcommittee that the technical per- 
fection of the index depends to a large extent upon the availability of 
money. The Bureau must have sufficient financial support so that 
it can undertake the various studies that are necessary to insure the 
technical accuracy of the index. There are hundreds of checks which 
must be constantly made on a sampling basis to insure the technical 
accuracy of the index. Such a program must be adequately financed 
if it is to succeed, 
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